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REPORT OF THE EXPERT COMMITTEE. 


Whatever may be the immediate fate of the Report produced by the Committee of Financial Experts appointed 
by M. Peret, there can be no question but that 1t marks an important milestone in the post-war financial history 
of France, and will occupy in the French banking, economic, and financial sph:re a place similar to that held by the 


Cunliffe Reports in this country. 


importance we, therefore, give 


It is an authoritative statement of French banking and economic opinion, and 
whether it is adopted in full or not, it will be a standard by which to judge future French policy. 


In view of its 


our readers the following verbatim translation of the report. 
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INTRODUCTION.—THE WORK OF 
COMMITTEE. 


THE 


THe Committee of Experts, appointed by the decree of 
May 31st, has been entrusted with the task of advising 
on the questions submitted to it by the Ministry of 


l-inance, especially on the measures necessary to secure 
the re-establishment of a sound financial position. 

It has, in fact, been bound to examine the whole broad 
problem, which it considered incapable of sectional treat- 
ment, embracing, as it does, questions of money, of public 
credit, of the Treasury, of the general economic position 
of France. During its daily sittings it has conducted a 
detached and methodical examination of the problem. 

It gladly recognises that all the documentary evidence 
required has been placed at its disposal. The help which 
it has received from the Ministry of Finance and various 
technical advisors has been valuable, and for this 
assistance the Committee expresses its gratitude. 

In the solutions put forward in this report, little that 
is new will be found. The range of available solutions is, 
indeed, extremely limited, long familiar to experts, and 
freely discussed both in economic circles and by the 
general public. 

Need it be said that no political bias or doctrinaire 
preference has restricted the outlook of the men of widely 
differing views to whom this task has been committed ? 

The recommendations which they make will perhaps 
dispel certain illusions. They imply, in effect, new sacri- 
fices from all classes, or rather they reveal clearly the true 
nature of the burdens which, though not fully perceived, 
are already crushing the nation, whose very unawareness 
may prove its undoing. 

The Committee considers that the time for 
is past. 

It has endeavoured to disentangle the essential features 
of the financial situation, and to present a complete and 
orderly plan. It feels bound to state, at the outset of its 
report, that it is useless to undertake the work of recon- 
struction without the will to carry it through to the end, 
or to separate particular parts of its plan from the rest, 
since such omissions might compromise everything. The 
report forms an integral whole. 

In the present phase of monetary disorganisation the 
carrying out of a programme of financial restoration de- 
mands a rapidity and decision, and often a discretion, 
hardly to be reconciled with the inevitable delay and un- 
certainty of Parliamentary procedure. When it is a ques- 
tion of defending the national currency, the executive 
power, with its machinery for action, is alone equal to 
the task of meeting emergencies, repelling attacks, and 
taking advantage of favourable circumstances. The 


half-truths 





adoption of the reorganisation scheme as a whole, and 
the voting of the necessary resources, can only come from 
Parliament. But this once quickly accomplished, it is 
essential that Parliament should hand over to the Govern- 
ment, in the fullest measure permitted by the Constitu- 
tion, the duty and the responsibility of carrying out the 
plan of restoration. 


I.—FEATURES OF THE PRESENT SITUATION: 
OBJECT OF THE REPORT. 


The essential feature of the present situation is 
monetary instability. Its crigins have frequently been 
described ; its consequences are felt by everyone who, as 
regards his patrimony, his business, and even the con- 
ditions of his daily life, experiences the reactions of 
national impoverishment. 

Nevertheless, public opinion remains strangely blind on 
this subject. Many foreigners misunderstand the under- 
lying causes of the French situation. As the result of 
a superficial survey, they go on repeating, all round the 
world, that France is rich; that it has not been im- 
poverished by the war; that it is merely the victim of 
bad financial policy ; : that the recovery of a stable currency 
lies in its own hands. To deal faithfully with these facile 
critics, it is necessary to repeat once again that the fall 
of the franc originated in the frightful destruction of 
wealth resulting from the war, the enormous expense of 
defending an invaded country and protecting the freedom 
of the world, and the necessity of bearing alone the burden 
of restoring the devastated territories. 

No one thinks of denying that the legislature has been 
too slow in voting necessary taxes, that there have been 
abuses of inflation and of loan policy. Indubitably, mis- 
takes have been committed. But, when all is said and 
done, these mistakes are trifling in effect in comparison 
with the decisive cause of the fall of the franc—namely, 
the crushing burdens due to the war and its consequences. 

Many Frenchmen long hugged the illusion that Ger- 
many would bear a large part of these burdens, and that 
the Allies would generously wipe off the slate debts con- 
tracted for the defence of a common cause. 

To-day, these illusions are shattered. Our claim upon 
Germany is fixed. Our debts to the United States and 
Great Britain are about to be fixed likewise. It is doubt- 
ful whether the net result of these settlements will leave 
any substantial margin in our favour. Compensation to 
war victims, reconstruction of devastated areas and of the 
nation’s industrial equipment, will, for the most part, be 
ultimately paid for by French capital. It is not in the 
Committee’s province to frame protests on this matter. 
It does, however, believe that one clear conclusion 
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emerges from the above brief recapitulation—we must 
rely upon our own efforts to put our financial house in 
order, to restore our credit, and to protect our economic 
independence. The more clearly we demonstrate our de- 
termination to put matters right, the more favourable will 
be the terms upon which foreign assistance will be made 
available. 

The task is not impossible, but it will be long and pain- 
ful. Before considering the stages through which it can 
be accomplished, it is first necessary to determine the end 
to be attained. This end, the Committee states emphati- 
cally, is monetary stability. The fall of the france has 
seriously damaged the economic life of the nation. It 
has aggravated the destruction of capital wrought by the 
war. The country has been under the impression that it 
Was maintaining its spending power, while it was actually 
dissipating its heritage. 

Trade and industry, it is true, 
prosperity. Even now there is no unemployment, sales 
are easy, export is active. Many French people are living 
in a fool’s paradise. Enlarged paper profits, in many 
cases, do not represent any real profits at all. The people 
of France are working and producing; the majority of 
them, unawares, are growing poorer. 

Some new fortunes have been made. They are too often 
the unwholesome and perishable fruit of france deprecia- 
tion, which, by automatically lightening debts, brings 
easy profit to debtors ; but creditors grow weary, the spirit 
of thrift disappears, credit becomes impossible, production 
is threatened. 

In France, a country of middle classes, a country whose 
industrialisation is limited, a country whose prosperity 
depends, above all, upon the ability to save, monetary in- 
stability is particularly serious. If prudence were to be 
discredited, if the attraction of speculation and gambling 
were to take the place of devotion to effort and produc- 
tive work, we should very soon see an end of our best 
national traits. 

In order to protect the economic life of the country it 
is necessary to restore to the franc the fundamental 
characteristic of a currency stability. 

This appears all the more essential as one reflects upon 
the reactions of the fall of the franc in the sphere of 
public finance. If currency depreciation lightens the real 
burden of the charges of the National Debt, it at the same 
time makes more burdensome the liabilities of the State 
in the réle of consumer or foreign debtor; it is the 
creator of the disorganisation which it accentuates; 
Budget forecasting and reasoned fiscal policy become im- 
possible ; public credit disappears. 

The State cannot live without credit. If it is resolved 
not to have recourse to borrowing to meet new expendi- 
ture, the renewal and consolidation of debts previously 
contracted must be assured. 

This necessity has been overlooked in the course of the 
last few years. After an abuse of appeals for credit, which 
has undermined all confidence in the execution of State 
engagements, new apprehensions have been excited by 

various threats in relation to capital. Thus Budget de- 
ficits, together with the cost of Reparations, have en- 
couraged an abuse of share issues, and an even graver 
evil, inflation. This has caused the rise in the exchanges 
and the rise in prices which, in turn, by shaking the 
position of the Treasury and compromising the balance 
of the Budget, produces fresh inflation. An end must be 
put to this process. 

The Committee’s Report shows how public finance can 
be put straight, in its view, by balancing the Budgetary 
and Treasury accounts. It adds, however, that these 
recommendations are not to be separated from the basic 
problem to which all its other recommendations are specifi- 
cally addressed—the stabilisation of the currency. 

The diffusion of National Defence Bonds has made the 
Treasury the greatest of deposit banks. It can only re- 
cover the confidence of its clients and meet its engage- 
ments when the holders no longer see the value of their 
scrip melting away in their hands. To renew and con- 
solidate the bonds the State must offer its lenders a se- 
curity guaranteed by a stable currency. This conclusion 
inspires the entire Report. Before reaching it the Com- 
mittee examined the hypothesis of a return of the franc 
to pre-war parity. It rejected this on grounds that 
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appeared to it to be decisive. 





The integral revalorisation of the franc is chimerical 
to-day, because it implies a continuous and systematic 
deflation ruinous to the taxpayer, who would be crushed 
by the burden of a National Debt equal in nominal value 
to the entire wealth of France, and not less ruinous to 
industry, commerce and agriculture, which could support 
neither an indefinite reduction of prices nor the effect of 
engagements contracted since depreci: ition began. 

Incessant adjustments of prices, wages, and interest 
would cause perpetual economic crises so severe as to 
involve a constant upheaval of social life. For a very 
long period the worker would be deprived of any security 
for the morrow. Such a policy would not conduce to in- 
creased justice, since those who profited by this new period 
ot instability would not be the victims of the earlier period. 
Actually, in modern economic life, contracts are renewed, 
shares change hands, and goods pass too rapidly to afford 
any hope of redressing injustice by a long process of 
revalorisation of the franc. 

These reflections have convinced the Committee that 
the franc must be stabilised as soon as possible; its task 
has been to determine the conditions in which that can 
be done. 


II.—CONDITIONS OF A STABLE CURRENCY. 


The franc will not be completely stabilised until the 
holder of notes has the right to demand a sum in gold 
corresponding to the nominal value of his note—until, 
that is to say, forced circulation has been abolished. As 
the Committee will show later, such abolition does not 
necessarily imply the return of the france to pre-war 
parity; it demands solely a new legal definition of the 
value of the franc. This legal stabilisation is the logical 
consummation of all the reforms recommended by the 
Committee; it will set the sanction of definite accom- 
plishment on the work of rehabilitation and re-establish 
French currency on a wholly sound basis. But the Com- 
mittee refrains from advocating the immediate passage 
of such a stabilisation law; it regards it as essential that 
it should be preceded by a considerable period of actual 
stabilisation. The conditions of such a stabilisation are 
partly moral and partly technical. 

From the moral point of view, confidence in the cu: 
rency needs to be established by appropriate measures, 
such as the Committee will set out. Frenchmen and 
foreigners alike must have absolute confidence in the 
security of capital, in respect for engagements, and in a 
continuity of policy, without which the plan is imprac- 
ticable. From the technical point of view, actual 
stabilisation pre-supposes— 

1. Equilibrium in the trade balance, obtained by 
arresting the escape of French capital, securing of ex- 
ceptional and provisional foreign credits, and ensuring 
a progressive return of expatriated French capital. 

2. Absolute realisation of budget equilibrium. 

3. Treasury equilibrium. 

4. A. definite settlement of our foreign debts. 

5. Adaptation of the general economy of the country 
to the new monetary situation. 

6. The existence, in the bank of issue, of cover in 
gold and foreign currency sufficient, with its commercial 
assets, to back the note circulation. 

In the following chapters the Committee examines 
these technical conditions in detail. The problem pre- 
sents serious difficulties, but it will be seen that it is 
not insoluble, provided that the measures recommended 
are accepted and carried out as a whole. 


III.—_THE BALANCE OF PAYMENTS. 


The state of the French trade balance is a 
factor in currency stabilisation, but its analysis 
mits of more or less approximate results only; 
theless, the following general 
drawn :— 


basic 

per- 
never- 
conclusions may _ be 


I, 

Before 1914, France generally had a favourable trade 
balance. It exported less than it imported, but the 
adverse balance was more than compensated by incoine 
drawn from investment abroad, and every year showed 
a credit balance of capital capable of fresh investment 
abroad. 

II. 

This state of things was profoundly altered by the 
war. On the one hand, our holding of foreign stocks 
diminished considerably in amount, many of our debtors 
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having repatriated or refunded the securities; moreover, 
it depreciated either as a result of the total default on 
the part of certain borrowers, or of the failure of others 
to meet their contractual obligations (payment in gold, 
for example). On the other hand, the adverse trade 
balance, which averaged 1,500 millions before the war, 
rose from 1914 to 1920 to a total of 109 milliards of 
francs. The steady piling up of this adverse trade 
balance made us foreign debtors on a large scale. If, 
during the war, the exchange preserved a_ certain 
measure of stability, this was wholly due to the exten- 
sive credits granted us from abroad. The exchange 


crisis Of 1919-20 was Caused by the cessation of these 
credits. 
If. 
Since 1Q20, the trade balance has stood round about 


equilibrium, and other important elements (invisible ex- 
ports, expenditure in’ France by foreigners, &c.) have 
come in to reduce our debt burden. 

During the last three years the foreign trade position 
ought to have been easily enough balanced, but the sale 
of franes on a large scale by foreigners, and the export of 
Krench capital, to an amount very difficult to estimate, 
have had the most disastrous reactions on our national 
economy, and acted as a determining factor in the fall 
of our exchange. 

At the same time, the foreign holdings thus built up 
form an available reserve capable of rendering effective 
assistance to maintaining the stability of the franc, when 
that has been rendered possible by other measures. 

Measures designed to facilitate the repatriation of such 
capital will, part passu, rectify our adverse trade balance, 
The actual position of that balance does not appear to 
be of a nature to prevent the work of stabilisation. 


IV.—_ BUDGETARY SITUATION. 

The Committee heard the Director of the Budget, who put 
before it a document on the Budget situation, of which the 
main features will be found in the Annex.t 

The Committee recalls that in the 1926 Budget the dis- 
tinctions between ordinary, extraordinary, and special Budgets 
Was abolished, , 7 

The general Budget for 1926 is as follows :-- 

Frances. 
375498,739,4608 
37,335,389,202 

160,350,266 
12 subsidiary Budgets amount 

Of these 12, the most important 
are: Posts, Telegraphs, and Telephones (2,662 millions); State 
Railways (2,140 millions); Alsace and Lorraine Railways (1,013 
millions). , 

The summary 


}expenditure 
Surplus 


Receipts 
Outside the general Budget, 
to a total of 6,636,523,202f. 


y survey of the budgetary 
completed by recalling that the net receipts accruing from 
payments made by Germany in execution of the Peace 
lreaties do not appear in the Budget, and are carried to the 
eredit of a special Treasury account. 

In Annex (2) a detailed note will be found on the utilisation 
of the sums paid by Germany. Here the Committee need 
only note that the Treasury from now on is released from 
iny indemnity payments to sufferers from war 
(Sinistrés) in the devastated areas; an important 
secured, for the first time, in the 1926 Budget. 

Examination of the Budget situation led the Committee to 
the following conclusions : 


(a) The Actual Situation. 

1. A serious effort has been made to balance the Budget for 
1920, but the Budget actually voted shows a very narrow 
margin of receipts over expenditure—160 million franes on a 
total of 37 milliards, or about 0.43 per cent. Indirect taxa- 
tion, whose yield was estimated on the basis of 1924 collec- 
tion, has already appreciably exceeded that estimate, to an 
extent which, it may be hoped, will, by the end of the year, 
cover the additional credits granted during the financial year. 

2. Three essential reservations must be made from the 
generally satisfactory impression left by an examination of the 
Budget position. ; 

(a) There is a danger that the balance of the Budget may be 
upset by the variations of the exchanges and the rise of prices. 

(b) From now on expenditure votes are likely to increase 
to meet the increase of salaries, and the expense of the ex- 
peditionary forces in Morocco and Syria (second half-year). 

(c) Certain expenses, left to the Treasury account in the 
1926 Budget, ought to be incorporated in the Budget. 

(a) Budget, Balance, Exchanges, and Rising Prices.—The 
Budget provision, whether under receipts or under expendi- 
ture, dates from a time when neither exchanges nor ‘prices had 
reached their present level. It was fixed at a moment when 


position may be 


losses 
result 
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the £ sterling was quoted at 125f, whereas to-day it stands 
about 170. Every upward movement of the exchange and of 
prices which carries with it an immediate increase in certain 
expenses (foreign debts, purchase of commodities, material, 
&c.), compromises the balance of the Budget; therefore, it is 
essential te remove it as far as possible from the effects of 
variations in prices and exchanges. The Committee’s views 
on this subject will be found in the chapter on fiscal questions. 

(b) Credits Increased for the Second Half-Year.—In the 
same Annex will be found an estimate of the increased credits 
necessary to meet the increased cost of official salaries, and 
the expenses of the expeditionary forces in Morocco and Syria 
for the second half-year. 

(c) Expenses to be Incorporated in the Budget.—For too 
long the budgetary deficits and extra budgetary expenses have 
been met by appeals to the Treasury. Such a method should 
be definitely abandoned. Even now the Treasury assumes 
certain charges which it cannot and ought not to bear, which 
should be met either by special measures, or by the special 
Budget credit. The Committee’s views on this head will be 
found in the chapter on the Treasury. 


(b) Questions Relating to the Budget. 


So far as 1926 is concerned, it is necessary that a real balance 
should be secured by immediate economies and increases in 
receipts to meet both the supplementary expenses occasioned 
by the rise in exchanges and prices, “and the cost of the 
Moroccan and Syrian campaigns, and to cover payments im- 
properly left to the Treasury account. Before, however, 
measuring the extent of this new budgetary effort, the Com- 
mittee thinks it necessary to lay down for the future a whole 
series of measures, some of which are no more than a return 
to the application of principle. 

In the view of the Committee, budgetary methods must be 
profoundly modified, if order is to be restored to the public 
finances. 

It attaches special importance to the following recommenda- 
tions :—~ 

(a) Preponderance of the Finance Minister in all Financial 
Questions.—To the full extent permitted by the constitution, 
the Finance Minister ought to be the Minister in effective 
control of Budget equilibrium; his rdle should not be confined 
te finding receipts to meet the expenditure proposed by his 
colleagues. No doubt he already exercises control over the 
estimated expenditure of all the Ministries. The law of June 
27, 1925, reinforced his authority in this connection. But it is 
necessary to go further in this direction. 

(b) Timely Voting of the Finance Bill, i.e., before the Open- 
ing of the Financial Year.—The system of ‘ provisional 
twelfths ’ is a source of disorder and deficit. The Budget 
ought to be drawn up in its entirety, and voted before the open- 
ing of the financial year. To allow it to be prepared and 
voted under favourable conditions, the opening of the financial 
vear ought to be fixed with due regard to the session of the 
Chamber. The Budget is always discussed at an extraordinary 
session, that is to say, in the last two months of the year. 
These two months are manifestly insufficient for a thorough 
examination; that is why the opening of the financial year 
should be fixed for April 1st, as was proposed by the Finance 
Minister on January 13, 1920.* 

(c) Unity of the Budget.—The Budget ought to include all the 
receipts and all the expenses of the State. A serious effort 
has been made in the course of the last few years to return to 
a unified Budget. This aim, however, has not been pursued 
far enough. On the one hand, certain receipts are subject to 
a special appropriation which does not appear to be justified ; 
for example, deductions allowed on the receipts from gaming 
and lotteries, and on the total of the sums due from the Bank 
of France;+ on the other, certain services have been erected 
into autonomous departments,+ and so withdrawn from the 
economies demanded by actual circumstances. A severe re- 
vision is required; the Treasury must have restored to it all 
the receipts deflected from the Budget, and the organisations 
which are benefiting by grants from public funds must submit 
to the control of the Finance Minister and of Parliament. 

The actual administration of. communal funds,§ which with- 
draws from the body of the Budget an important portion of 
the receipts coming in from hygienic drinks, alcohol, motor- 
cars, business turnover, royalties, &c., calls for sharp criticism. 
An annually mounting total is badly distributed, and often 
serves to encourage expenditure on the part of local bodies. 

This administration can only be modified by undertaking a 
reform of departmental and communal finance. This reform 
demands immediate study by the Finance Ministry. From now 
on the surpluses above estimates made on the 1925 Budget 
basis ought to be carried forward to the 1926 Budget. 

(d) Parliamentary Initiative in Expenditure. New Expendi- 
tures.—With a view to putting the brake on increase of ex- 
penditure, Parliament ought to limit, much more strictly, its 
rights of initiative in matters of expenditure. While respecting 
the constitutional rule, it would be well to leave initiative in 
expenditure as far as possible to the Government, which is re- 


* Chamber Doc. 166, page ‘128 ef. seq. 
t Annex 3, Budget. { Annex 4, Budget. § Annex 5, Budget. 
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sponsible for balancing the Budget. In present circumstances 
certain expenses, useful in themselves, and even covered by 
new receipts, demand resources which would be better em- 
ployed in the reduction of the Debt. A number of expenses 
indispensable for the improvement of the industrial equipment 
of the country, and therefore actually productive, should be 
met, as far as is at all possible, out of resources other than 
those of the State. At the present moment, the extension of 
the State’s industrial enterprises should be avoided. 

(e) Publicity of Budgetary Operations.—Public credit rests 
essentially on a knowledge, at once precise, detailed, and tasily 
verifiable, of all the essential elements of financial administra- 
tion. This publicity is insufficiently organised. It would be 
desirable to enforce the strict application of the law of April 30, 
1921 (Art. 45), and even to publish monthly in the Journal 
O ficiel the tabular statement then laid down. The Committee 
also notes that the receipts and expenditure effected in France 
under the Dawes scheme do not receive sufficient publicity. 


(c) New Budgetary Effort. 


operations of consolidation 
tisation, which are the conditions of the financial 
restoration of the country and of its monetary 
reconstruction, will necessitate the creation of new and im- 
portant resources. Thus, the Committee emphasises the fact 
that an energetic reduction of public expenditure should at 
once take place. This is a sine qué non. The taxpayer must 
be given the certainty that he is not being asked for useless 
sacrifices. 

(a) Reduction of Expenditure.—Can expenditure be reduced 
otherwise than by economies? The Committee pronounces 
firmly against any reduction in expenses of an obligatory, con- 
tractual character, such as the service of the Debt. In parti- 
cular, it rejects any forcible reduction in the rate of interest 
on Government stocks, and any suspension of the sinking 
fund. It considers that any such failure by a State to honour 
its engagements would bring about the ruin of public credit. 
That credit should be fortified by respect for obligations duly 
contracted. 

At the actual rate of exchange, the service of the Consoli- 
dated Debt does not appear to constitute an excessive burden; 
at the same time, its lightening is extremely desirable. It 
seems that, so soon as a favourable moment arrives, a means 


, 


of ensuring the progressive extinction of the public debt, to 


The various and = amor- 


the mutual advantage of the State and of the Bondholders, 
might be sought along the lines of submitting, to those holders, 


a purely voluntary proposition. If the rate of capitalisation 
of the redeemable debts remained much below that of the 
perpetual debts, this fact might offer the elements for such 
a proposition. 

Since the Debt service cannot be reduced from now on, 
the lessening of the Budget burden must be sought through 
economies. In this connection, the Committee can only sug- 
gest a general method of work. It has not the time to under- 
take a detailed and profound analysis of a plan of economies; 
it can claim neither to trace the outline of such nor to esti- 
mate its possible results. At the same time, it is clearly of 
opinion that if an immediate effort is not made along these 
lines, and pursued with tenacious and persevering will, the 
work of restoration will be compromised. Such a reduction 
of expenditure is the more indispensable since there is reason 
to anticipate a falling off in the yield of taxation in the crisis 
caused by stabilisation. : 

Opinion, both at home and abroad, regards the sterile 
attempts at reform made hitherto with disappointment. The 
Committee recalls that a Report was presented by the Com- 
mission instituted by decree of August, 1922, and that nothing 
seems to have happened as the outcome of that Report. It 
notes, further, that the Higher Committee of Inquiry, set 
up in 1925, recommended measures which do not appear to 
have been all followed. 

The Committee is under no illusion as to the possibility of 
immediate and important economies being effected by way of 
budgetary reduction, within the actual classification of’ the 
Budget. Real economies can only be secured by a moderni- 
sation and simplification of administrative methods, by a 
fusion of services, and, at times, by the suppression of entire 
services. The first act in such a reform wourd be a reduction 
in the number of Under Secretaries of State and also of 
Ministries. Some of them perform a double task. Others, 
like that for the Liberated Areas, ought not to survive the 
exceptional reasons which brought them into existence. A 
special commission, with a small personnel, composed of 
experienced administrators, should be charged with the duty 
of initiating the suppression of all useless public bodies. As 
for local services, the development of transport ought to per- 
mit their reduction and adaptation to the needs and the wealth 
of diverse regions. The enlargement and regrouping of a 
large number of administrative units (departments and arron- 
dissements) gives the basis for such a reorganisation of local 
services, of which some could be suppressed en bloc. This 
important work ought to be confined to a small commission 
of technical experts. The alleviation of the burden imposed 
on the National Budget by the various categories of subsidies 
to departments and communes (expenses of constructing cross- 
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roads, public relief, &c.) is to be sought by making the local 
budgets bear a larger share of these expenses. Tn such a 
case there is no other method of preventing abuse. 

One other point should be mentioned here: the final recon- 
stitution of the liberated regions. The expenses that remain 
to be met on January 1, 1927, appear to be in the neighbour- 
hood of 12 to 14 milliards. It will be possible, in the course 
of subsequent financial years, to continue to charge annually 
on the receipts under the Dawes Plan: (a) Payments in 
gold amounting to 1 milliard. (b) Payments in kind amount- 
ing to goo millions. The Sinistrés will also receive, in various 
forms, amortisable stock whose service (interest and sinking 
fund) will be charged against the Budget or the receipts of 
the Dawes Plan. In such circumstances, the gigantic effort 
of reconstruction could be completed in a small number of 
years. Such a result, however, could only be retarded if the 
uncertainty at present weighing on the Sinistrés were not 
removed, as soon as possible, by the questions that concern 
them being at last definitely settled. 

(b) Increase in Receipts.—To secure that the Budget 
balances, that the Treasury is freed, and that necessary cpera- 
tions of consolidation and amortisation are carried through, a 
considerable increase in receipts is indispensable. The sums 
to be found are of the following order of magnitude: 2,500 
millions for the 1926 Budget, and nearly 5 milliards in all for 
the 1927 Budget. The Treasury position is such that resources 
adequate to disentangle it ought to be procured immediately. 


V.—FISCAL PROBLEMS. 
(a) General Considerations. 

Before entering upon a detailed examination of the 
observations suggested by our fiscal system, the Com- 
mittee must make the point that, at a period of monetary 
instability, a country is not entirely free to choose what 
taxes to impose. The example of other nations which 
have passed through similar crises shows that the only 
taxes capable of ensuring a balanced budget, in the 
present circumstances, are those levied on general con- 
sumption, which have an immediate and regular yield, 
increasing with a rise in prices. Direct taxes, on the 
other hand, are, of course, collected on the basis of 
demand notes, normally made out before the collection 
takes place; these notes in their turn correspond either 
to lump sum incomes estimated far ahead, or to effective 
incomes realised one or two years previously. 

M. Jéze cannot accept a certain number of the recom- 
mendations contained in this chapter on fiscal questions, 
which appear to him to be based on exclusively technical 
considerations. He records his opinion that the choice of 
taxes is a purely political problem; public burdens must 
be distributed among the different social classes. Techni- 
cally, productivity is the primary quality of a tax. It is 
not the only one to be taken into account. The distri- 
bution of burdens in accordance with the economic 
capacity of each taxpayer must also be kept in mind. 
In a period of deflation, whatever precautions be taken to 
accelerate collection, the value of the tax contracts, so to 
speak, gradually, at the rate of the depreciation of money 
between the period of assessment and actual collection. 
If stern measures are taken, or rates raised, the effect 
will be to encourage the export of capital, and so in- 
directly hasten the exchange crisis. When normal con- 
ditions are re-established, it will be the business of the 
legislator to decide whether he will admit extraneous con- 
siderations into the determination of his fiscal policy, 
but so long as monetary instability is not definitely at an 
end, the Treasury runs grave risks if it commits itself to a 
system principally based on direct taxation. 

Moreover, the Committee is not of opinion that a 
system of heavy direct taxation, striking, as it does, at 
production and work, does, in fact, spare the great mass 
of consumers. Fiscal charges which, in the form of direct 
taxes, burden agriculture and commercial and industrial 
activity, finally enter into price, raising it, often, by more 
than their real incidence. In any event, whatever be the 
reaction on the cost of living of the new indirect taxes 
recognised as being technically necessary for the balanc- 
ing of the budget, it is trifling in comparison with the 
effects of a new and rapid devaluation of money. 

It is necessary to insist upon the fact that the variable 
expenses in the Budget, which may rise with a rise in 
prices, must be wholly covered by receipts equally vari- 
able, whose yield will follow the rise in prices. Since no 
such category exists, and a portion of the variable 
expenses are covered by fixed receipts, if a rise in the 
exchange, and a consequent rise in prices, takes place while 
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the Budget is being carried through, its initial equili- 
brium is liable to be upset. 

The following conclusions emerge from the studies of 
the Committee :— 

Out of a total expenditure, including that of the Budget 
proper and the principal annexed budgets (State rail- 
ways, railways and manufactures of Alsace-Lorraine, 
B.1T.T.), it is clear that expenses on material and works 
(8,494 millions) vary directly with the price index; ex- 
penses on personnel and pensions (14,900 millions) may 
likewise vary, subject to a more or less marked lag, with 
exchanges and prices; finally, our payments abroad, 
accounting for 1,678 millions in the 1926 Budget, are 
directly and automatically variable with the exchanges. 
This gives a grand total of 25,072 millions of variable 
expenses. On the other side, for the same budgets, there 
are 1,080 millions of receipts varying automatically with 
the exchanges, and 19,064 millions estimated by the 
departments as susceptible of variation with prices, 
making a total of 20,144 millions—or a deficit of five 
milliards in variable receipts against variable expendi- 
ture. It should be noted that this calculation is based 
upon the assumption that the major portion of direct 
taxes (5,734 millions out of 8,314) constitute variable 
receipts. At the same time, if it be strictly accurate to 
say that a portion of direct taxes are capable of varying 
from one financial year to another, in consonance with 
the general price movement, though at a flattened curve, 
and at an interval of one or two years, it must equally be 
recognised that taxes of this type, collected on the basis 
of demand notes, necessarily remain unalterable within a 
given financial year. Thus, if, in the course: of a vear, 
a marked rise of the exchange, leading on to a rise in 
prices, and wage adjustments, takes place, no compensa- 
tion can be anticipated, within that year, in the vield of 
direct taxes. : 

So, considering each Budget year by itself, it may be 
stated with truth that the insufficiency of variable receipts 
in relation to variable expenditure is not 5 but 10 mil- 
liards. The annex on the Budget problem shows the 
modifications of receipts suggested by the Committee 
to meet the major part of this inconvenient feature of our 
actual Budgets. 

(b) Specific Observations on Certain Taxes. 

Direct Taxes.—The vield of income-tax does not corre- 
spond to its nominal scale—oo per cent. It was hoped 
to increase the vield by such more or less automatic 
methods of control as the collection or coupon book (le 
bordereau ou le Carnet des coupons) and the affidavit. 
The Committee's inquiries, however, show that such de- 
vices are incapable of producing any appreciable increase 
of receipts for the Treasury. The coliection-book system 
overwhelms the already overburdened administration by 
accumulations of papers. Fraudulent persons would not 
fail to distribute their coupons among numerous estab- 
lishments and between various localities in such a manner 
that it would be largely impossible for the banks, owing 
to the large attendances on days when payments fell due, 
to check the identity of the bearers or verify the names 
and addresses. As for the coupon book, the Treasury 
itself is apprehensive of the frauds to which it would give 
rise, and declares that it sees no way of meeting the case 
where an unscrupulous taxpayer claims a new book on the 
pretext that he has lost his old one. Further, nothing but 
harm to that spirit of economy so necessary for the eco- 
nomic revival of the country could result from the sub- 
jection of the mass of smallhoiders, not liable to general 
income-tax, to all these formalities. Such measures 
could not but encourage the export of scrip «nd capital. 
The Committee is convinced that they should be aban- 
doned. By way of compensation, internal checking should 
be strengthened by a complete and rapid grouping 
of the direct taxation and registration departments, and 
even, as soon as circumstances permit, by their fusion. 
The result of such a step would be that the collectors of 
income-tax would have at their disposal the complicated 
and full information possessed by the registration depart- 
ment. This strengthening of control would be more eflica- 
cious than vexatious expedients that cause a flight of 
capital. 

The vield of income-tax could further be notably in- 
creased if the collecting authorities (régies) had the neces- 
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sary personnel. As it is, the registration department— 
more acutely still the income-tax department—are suffer- 
ing from a crisis of which the Committee has taken due 
note; there are some hundreds of vacancies in the check- 
ing grade, representing a fifth of this grade in direct 
taxes (in Paris a quarter); there is, above all, a dearth 
of officials in the higher grades, on whom the efficiency of 
collection in large measure depends. Hamstrung by the 
principle of the equalisation of remuneration, which leaves 
out of account the severe competition for entry, the quali- 
fications required, and the needs of the service, the de- 
partment cannot attract the officials whom it needs. Nor 
can it retain them, for the saijaries of the middle and 
higher staff have been raised to a degree propor- 
lionate neither to the rise of prices nor the rise acquired 
by the subordinate agents of the State. It is urgent that, 
all other considerations apart, steps should be taken such 
as may be necessary to safeguard the recruitment, pro- 
fessional quality, and authority of the agents of the 
finance department, if effective measures are to be taken 
to suppress fraud and get out of the income-tax the large 
surplus which it is capable of yielding. Further, 
the Committee anticipates good results from the putting 
into practice of Article 9 of the law of July 13, 1925, per- 
mitting a taxpayer whose apparent expenses exceed his 
declared resources to be officially levied tor income-tax. 
It does not hold that any automatic ready-reckoner need 
be substituted on the basis of the rent paid, the number 
of domestic servants, &c. Rent restriction has engendered 
such confusion that the most shocking inequalities would 
result from any etfort to take rent as an index of income. 

As to the checking of income derived from securities, 
its view is that it should be possible, by generalising the 
payment of coupons by transfer to the credit of the 
account of the recipients either in banks, Ministerial 
offices, public departments, &c., to obtain results which 
could not be secured by other methods. The nominal rate 
—6o per cent. (increased by 25 per cent. in the case of 
bachelors)—is in itself very high. True, owing to various 
deductions, this is not the effective rate ; it does, however, 
discourage saving and the spirit of initiative; it impedes 
the accumulation of capital; it encourages fraud and the 
export of capital. A reduction in the rate is desirable ; 
it would indubitably cause a rapid development of the 
subject of taxation, lead to more truthful returns, and 
gradually bring about an improvement in the yield. This 
has been the experience of many countries. 

On the other hand, it appears that the social effect of 
increases in indirect taxation might be offset by raising 
the exemption level from 7,o00f to 10,o00f. This would 
relieve the administration from the necessity of checking 
a mass of troublesome and not very productive returns, 
and enable it to concentrate its attention on taxpayers of 
more interest to the Treasury. The reform thus suggested 
might be balanced, internally, either by a revision of the 
graduation scales or by a very slight rise in the rate ap- 
plicable to capital incomes and mixed incomes. Incomes 
derived from unbuilt-on land and from agriculture cer- 
tainly do not make an adequate contribution to the 
Budget. The land-tax on property other than buildings 
is based on rental values fixed at the time of the 1910-12 
revision. That is to say, these cadastral rents no longer 
correspond with actual facts. Owing to important fluc- 
tuations in rents, consequent on the depreciation of money, 
it is hardly probable that a serious revision can be under- 
taken for some considerable time. All that can be done 
is to increase by a lump sum assessment the rental value 
which serves at present as basis for the tax. An increase 
of 100 per cent. in the principal would produce an in- 
creased yield of some 200 millions. 

The tax on agricultural profits in 1925 affected 354,138 
taxpayers and produced 72,635,274f. The rate of tax, 
>.20 per cent. when the 20 per cent. increase is included, 
is applied, subject to certain abatements at the base, to 
an assumed profit equal to the rental multiplied by a 
variable co-efficient. In default of getting from all culti- 
vators a return which showed their real profit, the 
general suppression of the lump sum system cannot be 
advised ; but a revision and simplification of these co-effi- 
cients would make it easy to obtain from this tax a 
supplementary yield of 100 millions, which seems far from 
The Committee draws attention to the fact 
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that persons assessed for taxation of agricultural profits 
are to-day entitled to prove that their real profits are 
less than the amount of the lump sum assessment, while, 
in the contrary case where the real profits exceed the 
lump sum assessment, the tax collector is not permitted 
(even if he has the means) to act upon the proof; the 
lump sum system operates solely to the detriment of the 
Treasury. Return should be made, as speedily as pos- 
sible, to the system authorised by the law of August 12, 
1919, abrogated by the law of June 25, 1920, permitting 
cultivators to be taxed on their real profits, wherever the 
collector can establish their amount. 
Succession ‘Duties. 

The maximum of 80 per cent. decreed by the law of 
June 25, 1920 (Art. 30) practically never operates; it 
acts merely as a useless scarecrow, and ought to be 
reduced. Further, the rates on the higher scales, in 
direct line of succession where there are fewer than four 
children, and even for collateral succession, might also: be 
reduced. Their productivity is trifling in a country like 
France, where very large fortunes are rare, and they 
encourage dissimulation. The Committee holds that the 
duties might be revised so as to maintain the yield of 
the tax while reducing some of its exaggerated features. 
It also seems to it desirable to authorise the deduction ot 
debts on a more generous scale, and so avoid certain 
obvious abuses. 

French Securities. 

French securities are subject to a series of taxes, whose 
rates have been successively raised, and whose total to- 
day amounts, in a large number of cases, to an imposition 
so exorbitant that saving tends to avoid investments of 
this form. There should, as soon as possible, be a com- 
plete overhauling of a system which tends, in its excesses, 
to encourage speculation at the expense of a spirit of 
thrift, and to make the financing business of enterprise 
exceedingly onerous, if not impossible. At the existing 
rates, without taking into account the temporary increases 
resulting from the law of December 4, 1925, the total tax 
burden on the coupons of bearer bonds generally and 
markedly exceeds 20 per cent. of their amount; on share 
cnet the tax reaches and often exceeds 30 per cent. 

r 35 per cent. (apart, of course, from the general income- 
a A substantial reduction in the transfer tax would 
meet the most crying evils. It is necessary to restore 
French stocks to public favour and bring capital back to 
our market. The momentary loss of revenue would be 
rapidly compensated by gains accruing from the revival 
of the market and a resumption of new capital issues. 

Foreign Securities. 

The grave inconvenience of the system of composition 
for foreign securities has long been known. The Com- 
mittee can only recommend the adoption of the principles 
laid down in the Bill introduced by the Government in 
1921. The composition system ought to be suppressed. 
All foreign securities, without distinction, should be sub- 
ject to a single system—stamps in ready money, a tax 
of 8 to 10 per cent. in addition to the 12 per cent. income 
tax. This tax would be collected on the lines fixed by 
the law of March 29, 1914, for non-compounded securi- 
ties. The exchange tax should be maintained, provision- 
ally. Securities exchanged for an inscribed certificate 
handed over by a bank designated by the company issuing 
the stock and sanctioned by the Minister of Finance 
might be exempt from the additional tax. Composition 
might be kept, voluntarily, for shares belonging to a 
series already compounded for. 

Fixed Registration Duties. 

A certain number of fixed registration duties, whose 
rates were fixed by old laws, might, without incon- 
venience, be adjusted to the depreciated value of money. 
In the matter of stamps, the ad valorem duties should be 
further increased. 


Transfer of Real Property. 

The Committee feels obliged to say that, especially in 
the case of transfer of real property, the duties at present 
in force, sometimes prohibitive, seem designed to produce 
a falling off in business, and act detrimentally to the 
productivity of the tax. 

Indirect Taxes. 
As regards indirect taxes, a large number of specific 
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duties could be increased. In the case of sugar, a rise 
in the duty is particularly justified; the rate, 25 francs 
before the war, is now 50 francs; by raising it to 100, 
or only four times the pre-war rate, the Treasury would 
tap 4oo millions of additional receipts. An increase ot} 
0.05 francs per litre on wine, with corresponding increases 
for beer and cider, would yield 300 million frances. Were 
these proposed modifications of duties submitted to Par- 
liament, they ought to be passed rapidly, to prevent fore- 
stalling. 
Customs Duties. 

The last adjustment of Customs duties took place in 
1922. At the moment, these duties, taken as a whole, 
represent less than half the 1913 tariff, if the rise in 
prices and deprecii ition of money ‘be taken into account. 
If stability in the yield and in the degree of protection 
are to be secured, an immediate and thoroughgoing  re- 
form is necessary without delay. Without undue delay, 
and, in any event, before the close of the year, a new 
tariff ought to be adopted, based upon the actual currency 
position, and automatically adjusted in accordance with 
a general index of internal prices. Such a tariff, not too 
protectionist, should be appropriate to the economy of 
the country and facilitate negotiations with foreign coun 
tries. One might reasonably expect to see the presen! 
yield doubled. 


Business Turnover. 

The law of April 4, 1926, completely upset the turnover 
tax in the most unfavourable sense from the point of view 
of yield, while making its application exceedingly difficult, 
whether to home or export business. Taxes on produc- 
tion at present co-exist with the tax on turnover. No less 
than 14 different rates have to be app! lied ; the distinction 
between these various categories raises countless prot 
lems and endless discussions with the payers; the per- 
sonnel of the civil service, paralysed by examining uselk 
classification questions and the individuals who contest 
them, is distracted from the detection and prosecution ot 
fraud, to the great loss of the Treasury. The goodwi!! 
of the taxpayer is exhausted in sterile controversy — 
officials, and more irritated by this perpetual friction wi 
authority than by the tax itself. A compromise 
which gives satisfaction to no one should be put an end 
to, and the turnover tax given its proper character of a 
very simple and highly productive impost. The 2 pe: 
cent, rate ought to be uniformly applied at home, with- 
out any distinction as to the character of business. As 
regards the export taxes, which yield at present under & 
millions, the Committee’s view is that on the eve of a 
stabilisation that may alter the trade batance, it is prefer- 
able to give them up altogether. 

Transport Tax. 

French railway rates, despite the recent increases, re- 
main at an extremely low level, and one that, if monetary 
depreciation be taken into account, does not correspond 
to the value of services rendered; they are 50 per cent. 
below the lowest European rates, with the exception ot 
the Belgian. They ought to be raised, first, by an amount 
suflicient to enable the companies to cover their 
of working and financial charges. Then, without aiming 
at raising our tariffs to a gold level equal to the lowest 
European, it ought be possible to raise them by a 
percentage, the fruits of which would swell the Treasury 
receipts. As an indication, a further increase of 15 pet 
cent. on passenger and goods rates would give the State 
a supplementary revenue of about 1,800 millions. Such 
a step ought to be accompanied by an equivalent tax on 
canal transport, and an increase in the duties on public 
motor transport. 


systen 


costs 


State Manufactures. 

The Committee has not had time to examine thoroughly 
the tobacco and match monopolies. By referring to a 
report of March 30, 1925, presented by the Commission 
d’Etudes appointed in 1923 by the Finance Minister, it 
finds that effect has been given to the Commission’s 
view on the necessary raising of prices. The sale prices 
of tobacco were raised in April, 1926, and are to-day five 
times what they were in 1913. In this connection it is 
to be hoped that Parliament will do as it has done in 
the case of matches and authorise the Finance Minister 
to raise the selling price by stages corresponding to the 
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depreciation of money. In this way the piling up of 
stocks, which causes delays and inconvenience every time 
these prices are discussed in the Chamber, will be avoided. 
Otherwise, although it is opposed to the principle of in- 
dependent oflices and budgets which destroy budgetary 
unity, the Committee is of opinion that the necessities of 
evood industrial management of the tobacco monopoly 
justify the grant of financial autonomy to the tobacco 
administration. It therefore recommends the institution 
of a National Tobacco Office. This step, already outlined 
by the Commission referred to (a draft bill is attached 
to its report), ought to be accompanied by the necessary 
precautions, 
Posts, Telegraphs, and Telephones. 

The Minister should be authorised, as in the case of 
the products of State manufactures, to raise prices and 
rates within the limits of the general price index. 

Lands, Arsenals, Ports, and Stocks. 

The Committee holds that in the present circumstances 
the increased taxes that must be imposed make it a duty 
more than ever incumbent upon the Government to pro- 
ceed to a rigorous revision of the constituent elements of 
the private domain and the stocks not immediately utilis- 
ble held by it under various claims, and to the necessary 
realisations, and it would also suggest that so far as the 
equipment of the ports and the work of the arsenals is 
coneerned, effort should be concentrated on some well- 
chosen point, instead of being scattered in accordance 
with considerations that have nothing to do with wise 
management of our finances or the real interests of 
national economy. Finally, it must never be forgotten 
that since the return to monetary stability must of neces- 
sity provoke a certain industrial and commercial crisis, 
and lead to a contraction of business, there may, during 
its course, be a falling off in the yield of certain taxes. 
Therefore, to insure the maintenance of Budget equili- 
brium, energetic steps ought, as has already been said, 
to be taken from now on to reduce, provisionally at all 
events, every public expenditure, to cut out any which 
are not stric tly indispensable, and thus compensate, dur- 
the months ahead, for the possible adverse reaction 
on the tax yield by immediate and effective economies. 


VI.—THE TREASURY.* 


The attention of the Committee af Experts has been par- 


ing 


ticularly directed to the position of the ‘Treasury, since its 
embarrassments are the origin of a large part of our diffi- 
culties. 

the Treasury may be influenced by the four following 
factors :— 


1. Demands for repayment of the Floating Debt and of the 
Short-Term Debt. 2. Extra-budgetary expenses. 3. Budget 
deficits. 4. A temporary want of balance between Treasury 
receipts and expenditure. 

A favourable element is the fact that no payment on the 
short-term debt falls due before the month of February, 1927, 
when a facultative maturity of the 6 per cent. Bonds, Feb- 
ruary, 1922, of the Credit National (total amount in circulation, 
3,018 millions) falls due. (See Annex for the table of 
inaturities of the short-term debt.) The measures proposed 
by the Committee will enable the delay before this payment 
to be utilised so as to reduce its inconvenience to a minimum. 
Profoundly convinced that an end must be put to inflation, 
the Committee has sought for means calculated to fix the 
State’s advances at a definite figure, to give every possible 
guarantee for repayment, and to insure the earliest possible 
consolidation, 


(a) Repayment of the Floating and Short-Term Debt. 


(See Annex for the position of the Floating Debt.) 

The Committee has concerned itself with the following 
elements in these debts :—-(a) Special Current Accounts of the 
Treasury. (b) National Defence “Bonds. (c) ‘Ordinary 
Treasury Bonds (maximum, 1 year). (d) Short-Term Treasury 
gr (3-10 years) and Short-Term Credit National Bonds. 

Advances of the Bank of France. 

(a) Special Current Accounts of the, Treasury.—The total 
of these current accounts to-day is about 1,600 millions. A 
few months ago this figure was much higher ; it is still too 
large for a normal period, and is due to certain preoccupa- 
tions which should disappear with the restoration of sound 
finance. Accounts of this nature are particularly unstable and 
liable, at the end of month, that is to say, at the most 
inopportune moment, to cause considerable withdrawals. Their 
reduction must be accoinplished, and, if necessary, assisted 
by a modification of the governing conditions. ' 


* See Annex. Treasury. 
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(b) National Defence Bonds.—The volume of National De- 
fence Bonds constitutes the most important problem since, in 
the past, the Treasury has been in difficulties when the volume 
of repayments exceeded that of subscriptions. Two causes 
for the non-renewal, on maturity, of this category of Treasury 
Bonds can be distinguished : apprehensions of various kinds, 
and commercial needs. Among the causes of apprehension, 
outside monetary instability, must be mentioned such as arise 
from the prospect of certain compulsory measures contem- 
plated at certain moments, and, notably, of compulsory con- 
solidation. The holders of State scrip, even if the measures 
in,question do not apply to the special category which they 
hold, expect that they will, in the long run, be extended to it. 
Confidence in the execution of State promises is indivisible. 
The Committee, after reviewing all the hypotheses of this 
nature, has rejected compulsory consolidation, the capital 
levy, the forced loan, and the reduction of interest on State 
securities, since such measures are contrary to the end it has 
in view. If the State will resolutely renounce such solutions, 
if it will declare its intention to meet all its engagements 
(and the measures here recommended, taken as a whole, 
should enable it to meet them), and if it will make a start 
on monetary stabilisation, such apprehensions will gradually 
vanish and the bonds will be renewed. 

Application for payment of bonds paid up may equally arise 
from the needs of commerce, either in the case of rising price 
levels or of an economic crisis. The rise in prices ought to 
be checked in the near future by stabilisation; an economic 
crisis is inevitable in the event of stabilisation, but it is un- 
necessary to exaggerate its effect on the circulation of National 
Defence Bonds, and, in particular, of the One-year bonds, the 
great proportion of which is held by the rural population. 
Moreover, it is only at the first onset of the crisis that this 
phenomenon seems possible; as soon as its first effects have 
passed off a certain monetary ease ought to present itself. 
Despite these considerations, the Committee is of opinion that 
it is absolutely indispensable to pursue a policy of progressive 
voluntary consolidation of the National Defence Bonds. To 
this end, it recommends that the holders be offered, so soon 
as the circumstances appear favourable, a first consolidation 
loan, corresponding to the conditions of the market and the 
legitimate desires of subscribers for security. It might like- 
wise be of advantage to offer holders of National Defence 
Bonds (and of short-term bonds of 3-10 years) the opportunity 
of exchanging them for existing securities or securities of new 
types. Until these operations are carried through it will be 
well to take a series of steps calculated to give every possible 
guarantee of the redemption of National Defence Bonds. To 
this end it seems of primary importance to separate sharply 
from the Treasury the National Defence Bond which may 
be regarded as a legacy from the past. The administration 
oi National Defence Bonds should be entrusted to a ‘* Caisse 
de gestion des bons de la Défense Nationale ’’ administered by 
the Caisse des depots et consignations, which possesses the 
necessary machinery. This ‘‘ Caisse de Gestion’’ would 
undertake the interest, renewal, and redemption of the bonds. 
The terms of issue would be fixed by the Finance Minister on 
the proposal of the supervisory commission of the Caisse des 
Depots et Consignations. The presence on this commission 
of representatives of the general direction of funds, and of the 
Bank of France, prov ides assurance that the rates and dates 
would be fixed with due regard for all the elements of the 
market, and especially, of the conditions governing the 
Treasury’s other liabilities, and of commercial operations. 
Rates and dates should be adjusted with the utmost flexibility. 

The maximum fixed for the Floating Debt by the law of 
June 27, 1925, is both vague and variable. It exceeds by more 
than 10 milliards the actual Floating Debt of the Treasury. 
The Committee proposes to reduce the maximum total of 
bonds, of which the Caisse de Gestion shall take charge, to 
49 milliards, that is to say, to its actual total. The one prac- 
tical means of limitation available for the Catsse is the move- 


ment of rates of interest, which will not give imme- 
diate results in view of the very large number of offices 


delivering the bonds. It will, therefore, be well to allow 
the Caisse a margin of 6 per cent. of the amount of the bonds 
in order to give time to allow its steps to take effect. After 
each redemption operated by the Caisse de Gestion, as will 
be pointed out below, the limit should be lowered «at the close 
of the year by the amount of such redemption. If, when the 
Caisse comes finally to be liquidated, there is any balance, it 
should revert to the State. 

The resources of the Caisse will be as follows :—- 

1. A budgetary annuity equal to the total interest of the 
bonds in circulation, taken over by the Caisse at the opening 
of the year. The excess of such annuity, where it is not 
wholly used up, will go to the redemption of ‘the bonds. Where, 
on the other hand, the annuity proves insufficient in the course 
of _ year, supplementary credits may be demanded. 

A redemption annuity of at least 500 millions, equally 
domme to the Budget. Such annuity to be applied to the 
due amount to the extinction of the Defence Bonds. 

3. An original endowment. From the start the Caisse should 
be provided with a substantial reserve, which might grow in 
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the future and would permit it to meet the eventual demands 
of redemption. 

To this end the Committee proposes the following solution : 
-—As will be set out further on, one of the preliminary 
measures to be taken with a view to stabilisation is the placing 
of loans of as long term as feasible in the great international 
markets. The State will then hand over to the Bank of 
France the foreign currencies accruing from these operations, 
or previous operations, and the corresponding value of these 

_currencies, in francs, will, up to a sum of 4 milliards, be 
placed tq the credit of a special account opened by the Bank 
of France in the Catsse de Gestion of the National Defence 
Bonds. This special account, by its very existence, will be 
calculated to reassure holders of bonds, and in all probability 
will only function to a very small extent, since the regular 
redemption of the bonds is guaranteed by the budgetary 
annuity. 

In the last resort, when other financial operations of an 
analogous nature have been carried through by the State— 
notably, the issue of shares provided by the Dawes Plan— 
50 per cent. at least of the franc-value should, under the same 
conditions, be carried to the credit of the Caisse de Gestion, 
until the credit balance of its account amounts to 20 per cent. 
of the National Defence Bonds in circulation. As for the 
shares issued under the Dawes Plan, a note explaining the 
nature of their guarantee will be found in the Annex. 

4. Appropriation of Tobacco Receipts.—Apart from these 
resources the Caisse will receive, under a special guarantee, 
the net product of the tobacco monopoly, which has been set 
up as an independent office. By a special appropriation the 
whole net receipts of the office will be turned over to the 
Catsse de Gestion of the National Defence Bonds, and added 
to the sum provided in the Budget for the interest and redemp- 
tion of the Defence Bonds. (See Annex for a survey of the 
receipts of the Tobacco monopoly.) This appropriation will 
enable the Caisse to obtain, if necessary, either on commis- 
sion or from the public, or from the private banks, or, if the 
worst came to the worst, trom the Bank of France, temporary 
advances on the home market. Lenders, in such cases, would 
merely discount certain receipts. Obviously, where such ad- 
vances are employed, the replacement of the corresponding 
receipts would have to be provided in the Budget. The Bank 
of France would continue to discount National Defence Bonds 
on the terms now in force. Thus guaranteed, the bonds ought 
to keep public favour. The Catsse de Gestion of National 
Defence Bonds would publish a balance-sheet every fifteen 
days, showing: the figure of the maximum limit in force for 
Defence Bonds; the am cunt of Defence Bonds in circulation; 
the amount of the credit account with the Bank of France, or, 
eventually, the loans contracted by the Caisse in the form of 
advances from the receipts from the tobacco office; the rates 
in force for each maturity; similar figures covering the pre- 
ceding period and since the opening of the Caisse’s operations. 

(c) Ordinary Treasury Bonds (1 year maximum).—The 
ordinary Treasury Bonds actually in existence, amounting to 
2,600 millions, ought likewise to be regarded as a legacy from 
the past, and on that ground handed over to the administra- 
tion of the Caisse de Gestion of National Defence Bonds on 
the same terms as the National Defence Bonds themselves. 
These Treasury Bonds would not be renewed in this form by 
the Caisse de Gestion. Later on, the conditions under which 
the Treasury may be authorised to issue new bonds for its 
ordinary needs will be indicated. 

(d) Short-Term (3-10 years) Treasury Bonds and National 
Credit Bonds.—It is desirable that these bonds should be 
progressively reduced, either by consolidation loans or by re- 
demption. The first consolidation operations in relation to 
the Defence Bonds ought, in the view of the Committee, to 
be devoted preferably to Treasury or Credit National Short- 
Term Bonds falling due in February and September, 1927. 
Further operations will be undertaken in view of later maturi- 
ties. The Committee is convinced that the improved atmo- 
sphere which will follow on the restoration of sound finance 
and monetary stabilisation will allow such loans to secure 
good results. A redemption fund for the extinction of this 
short-term debt does not seem necessary: it seems preferable 
to charge it to the Treasury. 

The Committee thinks that the steps to be taken by the 
Treasury for the maturities of 1927 should be governed by the 
following considerations :—It may be. recalled, in the first 
instance, that the February cancellation is merely facultative 
and applies only to some 3 milliards of bonds, and that the 
proportion of demands for redemption actually reached on 
previous occasions was hardly above 50 per cent., in spite of 
specially unfavourable circumstances. Therefore, unforeseen 
events apart, one is entitled to assume that claims for redemp- 
tion will fall far short of the nominal total; on any hypothesis, 
the sums which the Treasury will actually have to pay out 
will be indubitably far below the demands for redemption, 
since a large portion of the latter will be mere book-keeping 
transactions, or subscriptions to other Treasury issues. For 
the same reason the February, 1927, maturity of 1922 Treasury 
Bonds, second series, amounting to 4 milliards, is by no means 
alarming, although in this case redemption is obligatory. The 
operations of voluntary consolidation, whose realisation ought, 


if possible, to occur in the near future, will, without doubt, 
have sensibly reduced the number of shares of this issue in 
circulation. On the other hand, the Committee is informed 
that various public banks hold considerable blocks of short. 
term Treasury Bonds of various issues. 

Immediate negotiations with these organisations ought to 
enable a friendly arrangement to be reached for the voluntary 
conversion of these bonds into terminable annuities. This 
operation was effected several times before the war. 

It is further desirable that the Caisse des Dépéts et Consig- 
nations should, from now on, devote a considerable proportion 
of its resources to the repurchase on the market, in virtue 
of analogous arrangements with the Treasury, of short-term 
Treasury Bonds: such purchasing to be directed by preference 
to bonds of the nearest date of maturity. To give the 
greatest possible scope to such purchasing, the Committee 
suggests the employment, through the Catsse des Dépéts et de 
Constgnations, of such supplementary resources as may be 
available in the war pensions account, thanks to the termina- 
tion of pensions, and of the Budget annuity of 500 millions 
which the Committee proposes to assign, from 1927 on, to 
the redemption, by repurchase on the Bourse, of short-term 
bonds and, ultimately, of consolidated 
Treasury), 

Finally, reference should be made to the paragraph which 
follows, on ‘‘ Temporary want of balance between payments 
into and out of the Treasury,’’ where proposals are made for 
the constitution of a margin of 3 milliards to back 
vances to the State. 

(e) Advances to the State by the Bank of France.—New 
advances to the State shows a debit balance of 37.3 milliards, 
while the legal maximum is 38.5 milliards. The Committee 
recognises the necessity of a progressive reduction in thes 
advances. Their disappearance will improve the cover of 
bank notes; gradually the backing of the note will be the 
reserve and commercial assets only. 

At the same time, the taxpayer must not be overburdened. 
Keeping both these sets of considerations in mind, the Com- 
mittee estimates that the annual reduction in advances by 
the Bank of France should be limited to the amount of the 
interest earmarked for the sinking fund account. Further, 
the Committee holds that it would be well to make uniform 
the conditions under the heading of new advances to the State 
and of bonds discounted for foreign Governments. The agree- 
ment to be reached on this subject between the State and the 
Bank of France might, at the same time, ease the burden 
of the next few years at the expense of those following 
stabilisation, in view of the fact that after stabilisation a con- 
siderable proportion of the advances made to the State will 
actually be extinguished by the revaluation of the metallic 
stock. 

Subject to these observations, the Committee proposes to 
provide an annuity of, say, 1 milliard in the Budget. 


(b) Expenses outside the Budget. 

Thanks to an effort, to which the Committee desires to pay 
homage, the 1926 Budget has been charged with a number 
of expenses previously left to the Treasury. The latter, how- 
ever, has still to support the following :—(a) Expenses of the 
State railways and those of Alsace-Lorraine. (b) Interest 
on advances from the Bank of France. (c) Reduction of 
advances by the Bank of France to the State, (d) Partial 
redemption of foreign debts. (e) Advances to foreign Govern- 
ments. 

(a) Expenses of the State Railways and those of Alsace- 
Lorraine.—The Committee holds that all the main lines, in- 
cluding those of the State and of Alsace and Lorraine, ought 
to make such adjustments, as automatic as may be, of their 
rates as will enable their profit and loss accounts at least to 
balance. The Treasury ought not to have any charge to bear 
under this head. 

So far as works on capital account are concerned, it does 
not seem reasonable in present circumstances to count on share 
issues which, as a matter of fact, have for some time past only 
been realised by the State Railway to a very modest extent, 
and with the assistance of various banks, no pubtic issue 
having been practicable. 

Although in normal times it is legitimate to have recourse 
to loans for expenses of this character, the Committee recom- 
mends that until the new order is installed the absolutels 
indispensable minimum for works shall be covered in the 
Budget. Works that are not thus urgent should only be 
carried out to the extent to which funds can be obtained Ly 
financial operations. 

In any event, no payment ought to be ieft charged to the 
Treasury. 

(b) Interest on Advances from the Bank of France.—This 
ought likewise to be incorporated in the Budget. 

(c) Reduction of Advances by the Bank of France to the 
State.—This question has been treated in connection with the 
Floating Debt. (d) Partial Redemption of Foreign Debts (see 
Annex for table of payments). The sums already charged to 


rentes (see Annex, 


new ad- 


the Budget ought, of course, to remain sq charged. The other 
payments of this nature which to-day remain charged to the 
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Treasury are too irregular to allow of their inclusion in the 
Budget. 

It will be well, 
negotiate such arrangements with the 
annuities to be paid under this head, the disbursements of 
lesser importance required to meet various: maturities, and 
such as result from the debt arrangements come to with the 
various foreign Governments, shall be charged against the 
anticipated receipts from the Dawes Plan. 

Then the Budget would not have to carry any new charge 
under this head except such as might be caused in the credits 
already included in it by a rise in the exchange. Here again, 
then, there ought in the future to be no recourse to the 
Treasury. 

(e) Advances to Foreign Governments.—The Committee 
envisages the inclusion in the Budget of the credits necessary 
tu meet expenses already contracted. 


(c) Budget Deficits. 

The measures taken to secure that in all circumstances the 
Budget shall balance ought, for the future, to obviate the 
recurrence of Budget deficits and remove altogether this source 
of Treasury embarrassment. 

(d) Temporary Want of Balance between Treasury 


Receipts and Payments. 
The Treasury may be momentarily thrown out of equilibrium 


in relation to all sums of importance, to 
creditors that the 


for the following reasons :—(a) The yield of taxation is less 
substantial in the first half-year than in the second. (b) Dur- 
ing the first half of the financial year the Treasury has 


to make advances to departments and communes on account 
of their taxes; such taxes come in during the second half of the 
financial year. (c) The Treasury has to meet end of the 
month demands. (d) Certain important items of expense, 
such, for example, as the service of the Debt, are unequally 
divided between the different months of the year. 

The Committee once more lays stress on the vexatious 
consequences from this standpoint of the late date at which 
the Budget is voted. The reduction in the Treasury’s current 
accounts, recommended elsewhere, will have a favourable 
influence on the scale of the end-of-the-month settlement. 

In any event, however, no Treasury can live without a 
certain, sufficiently elastic, supply of cash in hand. Before 
the war, on a Budget of about 5 milliards, Parliament author- 
ised the Finance Minister to issue annually 600 millions of 
Treasury Bonds. The expansion of Budget figures, and the 
multifarious new obligations which the Treasury of the State 
has got to meet, seem to-day to justify a power to issue bonds 
up to § milliards, as the Treasury’s normal supply of cash in 
hand. : 

In virtue of the annual authorisation by Parliament, the 
Treasury would be able to issue, up to the level of this total, 
ordinary Treasury Bonds at the rate and maturities correspond- 
ing to its needs and its receipts, so as to make their normal 
redemption certain. Such bonds would be quite separate from 
the ordinary Treasury Bonds now in existence, which the Com- 
mittee would have transferred to the Caisse de Gestion of 
National Defence Bonds as a preliminary to their speedy ex- 
tinction. It appears that by varying the rates of the new 
Treasury Bonds as suited it, the Treasury would be able to 
achieve the desired result. : 

As a supplementary means of securing elasticity for the 
Treasury, the Committee suggests that out of the product, of 
the first financial operations abroad, referred to in connection 
with the National Defence Bonds, a sum of 3 milliards should 
be carried by the same mechanism to the credit of the account 
of new advances to the State in the books of the Bank of 
France. This transaction would reduce, by the same amount, 
the debit total of the account, without, as a consequence, 
lowering the limit of advances to the State. There would thus 
be built” up a total margin of several milliards, to which the 
Treasury resources, up to the limit of the 5 milliards men- 
tioned, would be added, 

Taken in combination, these measures ought to free the 
Treasury from its present anxieties, place at its disposal the 
temporary credit instrument which it requires, and permit the 
redemption of the floating and short-term debt, and, progres- 
sively, of the advances made by the Bank of France. 


VII.—STABILISATION, 
(a) Its Necessity. 

Behind all the Committee’s proposals is the presump- 
tion of monetary stability. 

On the one hand, their object is to render it possible. 
On the other, their execution is conditional on exchange 
stability. Without stabilisation neither the balance of the 
Budget nor of the Treasury can be re-established, nor the 
trade balance restored. Inversely, unless the Budget is 
rigorously balanced, unless there is a definite limitation 
of advances to the State from the Bank, and unless 
measures are taken first to balance and then to redeem the 
Floating Debt, monetary stabilisation is impossible. 


Stabilisation demands courage, for whatever be 
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the method adopted the future economy of the country 
must be modelled on the rate finally reached. The rise of 
prices, then their arrest; the slackening off of internal 
consumption and of exports; the adaptation of wages; 
the eventual rise in discount and interest rates; here are 
the elements of an economic crisis which will compel the 
reorganisation of business. Many enterprises of the in- 
flationary period will have to be modified or disappear. 
The habit of working with sound currency will have to be 
resumed, and that presupposes changes in mentality and 
in method. 

The present appearance of great economic prosperity 
cannot go on. There will be undoubted difficulties, but 
they are inevitable to-morrow, and will be worse if they 
are postponed. 

The real choice is not between a continuation of the 
present economic condition and stabilisation, but between 
the necessary crisis and a system of monetary disorder, 
with all the disasters involved in the accelerated fall of 
the franc—unbridled speculation, moral deterioration of 
the nation, impoverishment, social disorders, and a period 
that, willy-nilly, must one day end in a stabilisation crisis. 
The longer it is put off the more serious will it be. What- 
ever choice be made, it is inevitable. 

To-day, courage to undertake stabilisation may save 
what still remains of the patrimony of France, a portion 
of its savings, and, in consequence, the reserve of credit 
which French production requires for its development. 

If this courage is not forthcoming the depreciation of 
the currency is bound to grow worse. When, after this 
failure, the necessary effort is at last undertaken, the 
French economic system will be incapable of stand- 
ing alone. Capital will be gone, annihilated by deprecia- 
tion, and only obtainable for production at prohibitive 
rates of interest; the cumulative rise in commodity prices 
would close foreign markets against us. Neither in- 
dustry, agriculture, nor commerce will find in France the 
ready money they require. There can be no other result 
than a fatal development of dependence upon foreign 
capital. 

Such are the effects, as disastrous as they are certain, 
of a policy of temporisation. It must be avoided. The 
stabilisation crisis is not part of stabilisation in itself; it 
is the result of the period which precedes stabilisation, 
and the longer such period has been the greater the suffer- 
ing it causes. To-day the necessary task can be accom- 
plished in relatively ‘favourable conditions. No effort 
ought to be neglected in undertaking it. 

(b) Mechanism of Stabilisation and its Stages.—Stabil- 
isation presupposes the possession by whosoever is to 
carry it through of a considerable stock of (1) foreign ex- 
change to prevent a fall in national money ; (2) francs, so 
that the surplus foreign exchange on the market can be 
absorbed. 

The State is not in a position to undertake this opera- 
tion. In almost every country which, in the last few 
years, has achieved stability, the task of ensuring it has 
been confided to the Bank of issue (Austria, Hungary, 
Czechoslovakia, Finland, Great Britain). Only the Bank 
has at its disposal a sufficient stock of foreign exchange, 
obtainable on the basis of its gold, and the power of 
reconstituting that stock by attracting foreign capital. 
Again, only the Bank has the necessary resources in 
national money to buy the surplus foreign exchange 
offered on the market. 

Intervention in the exchange market does not presup- 
pose grand strategic operations, but rather a constant 
watching of rates, the Bank one day absorbing an excess 
of foreign exchange, and selling the next, when offers are 
insufficient. 

In England the Bank, legally released from the obliga- 
tion to redeem notes in gold at home, merely supports 
the international value of “the notes by using, ‘directly or 
indirectly, its metallic reserves, w hich its discount policy 
puts it in a position to defend. It is to a system analo- 
gous to this that we in France should turn. Stabilisation 
raises questions of the moment, the level, the method, 
and the means. 

The moment is, obviously, the earliest possible moment. 
that at which the totality of other measures proposed by 
the Committee come into action; the operation ought to be 
undertaken in immediate connection with the carrying out 
of the general plan which the Committee suggests. The 
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recommendations would not work without a simultaneous 
stabilisation ; without the execution of these recommenda- 
tions stabilisation would be impossible. 

The /evel can neither be selected now nor publicly 
announced. There is a choice between two extreme 
limits; the franc rate resulting from the cost of living 
index at the decisive moment of the operation; and the 
actual franc rate at the same moment on the exchange 
market. The figure of stabilisation must be sought be- 
tween these two limits, account being taken of al) the 
circumstances, notably of the necessity of retaining or 
attracting foreign capital, and inducing the rapid return 
of expatriated French capital. From this standpoint, as 
well as from many others, it seems desirable to choose a 
rate more favourable than the actual rate. 

“he method. In all probability a pre-stabilisation period 
must be envisaged, long or short, during which a policy 
of regulating rates and of approaching, little by little, to 
the desired rate, as and when circumstances favour, must 
be accepted. The tactics to be followed by the Bank 
cannot be laid down in advance. Evidently its conduct 



































































































































will, to some extent, be dictated by the degree of facility 
with which it ebtains foreign credits. It is, however, 





worth 








recalling that the sooner fixation of the rate is 
accomplished the sooner will the gap between interest 
rates on the French and on foreign markets begin to exer- 





























cise its attractive effect on foreign resources, an action 
which should be accelerated, and which will in high 
degree facilitate the success of the operation. Such 








action is impossible so long as persistent exchange varia- 
tions threaten to annihilate the advantage accruing from 
the gap in rates. 


The means. 

















All the means available for a Bank of 
issue depend on the existence of its own reserve (gold and 
currency), reinforced by the long or short term credits 
which it can secure, whether directly or by the interven- 
tion of Government. Until that natural repatriation of 
exported French capital takes place, which will definitely 
assure stabilisation, instruments of exchange on a large 
scale must be put at the disposal of the French market 
in the next few months. From the exclusively commer- 
cial point of view, these means ought to be all the more 
considerable because the first months after stabilisation 
will be those in which the seasonal demands for currency 
will be most acutely manifested (July-September for corn 
and silk, August-December for 
January for wool). 
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These needs are important, but they must be looked at 
in relation to the annual commercial balance as a whole; 
the problem mainly consists in carrying over to the 
spring months, which are generally better supplied for 
familiar reasons, a part of the demands which overload 
the autumn market , and at certain times weigh 
the international value of French currency. 

What, then, in addition to the normal supplies of ex- 
change derived from our export trade are the resources 
upon which it will be possible to rely to meet the exchange 
demands that will arise on our market in the spring of 
19272 They are of three kinds :—1. Long-term loans 
already obtained and to be obtained by the French 
Government (Morgan loan of 1924, Stabilisation loans). 
2. Credits to be obtained by the Bank of France. 
Private and commercial credits, 

It is not for the Committee to fix the scope and methods 
of the means contemplated under 1 and 2. It is, how- 
ever, essential that the facilities obtained should be as 
extensive ds possible, since their magnitude is an element 
in the success of stabilisation. The first operations might 
extend to the sum of 200 million dollars or their equivalent 

In relation to the loans contemplated under paragraph 
I an agreement must be arrived at between the Govern- 
ment and the Bank of France that the currency acquired 
as the result of these financial operations be devoted to 
stabilisation. Such agreement will regulate the questions 
of the interest accruing on deposits of currency abroad 
and of the exchange risks. 

Looking at the question simply and solely from the 
point of view of the financial restoration of the country 
and the monetary stabilisation called for by the country 
as a whole, the Committee is convinced that these ends 
cannot be achieved unless a considerable body of ex- 
change media is at once available. There are objec- 
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tions to the use in the first line of the metallic reserve of 
the Bank of France. 

The indispensable resources must, therefore, be 
furnished by foreign aid. Such aid, of which we must 
at the outset be assured, is conditional on the conviction, 
which we must give to all, that we are firmly determined 
to stabilise the franc and to take all the necessary steps 
to that end. 

Further, it implies the settlement at the earliest possible 
moment of the amount of all our debts to our Allies, and 
the spreading of the instalments over a long period of 
years. Should we find lenders in the existing state of 
uncertainty, if only on account of the heavy maturity of 
goo million dollars which, apart from any new arrange- 
ments, we have to face in 1929? 

The Committee, while fully seized of the considerations 
on the other side, unanimously take the view that these 
facts make it indispensable to ratify at once the Washing 
ton agreement, and proceed with the smallest possible 
delay to arrive at a definite settlement with Great Britain. 

So far as private credits are concerned, the Committce 
is of opinion that by appropriate measures contempor- 
aneous with stabilisation, it would be possible to facilitate 
the investment in France of foreign capital alread) 
attracted by the high ruling rates of interest, and also to 
hasten the return of the French capital actually available. 

Thus the Bank of France could receive all deposits in 
appreciated currencies, whether from abroad or from its 
own nationals. These deposits would help to strengthen 
its foreign exchange reserve, and so reduce the sums t 
be employed out of the credits at its disposal, resulting 
from 1, and 2 

The question of the return of expatriated French capita! 
raises that of the suppression of the 
of capital. The abrogation of this law could be realised 
in the near future without inconvenience. It does not, 
as a matter of fact, appear that the said law has really, 
so far, had any useful results. It 
times impeded’ natural movements 
national currency. In any event, it would require to be 
modified as as the plan comes into operation, in 
directions which should prepare the way for a progressive 
return to a completely free circulation of capital, 

To this end the 


law on the export 


certainly some- 
which assist. the 


has 


soon 


Committee suggests that the Bank cf 
France should afford every facility for the opening in its 
books of foreign currency accounts, whether in the nani 


of industrials and business 
accounts of which the holders would have entire 
to dispose, whether they re-export the currenc sel] it 
in France, or change it into frances. The Bank of France 


eae or of individuals; 


freedon n 


could allow such depositors advances in franes at a 
rate to be settled, with a margin of guarantee sufficient 
for itself, against the foreign curre ney deposits of this 


kind which it received. 

The Committee further suggests a new amnesty for 
the offence of exporting capital in favour of persons or 
companies resident in France, who own foreign currency 
and are willing to place that currency at the disposal 
the Bank of France. 

Further, the redundant texts bearing on the application 
of the law of April 3, 1918, ought to 


and 
simplified. 


be unified 

Finally, a better organisation of commercial credits is 
to be recommended to remedy to some degree the incon- 
venience caused by the conce ntrated demands for currency 
arising out of seasonal requirements. This would facili- 
tate the task of our bank of issue in the defence of the 
national currency, which it must undertake. (See Annex 
on commercial credits. ) 


So much having been laid down, the operations of 
stabilising the frane divide themselves into three 
periods: (a) Pre-stabilisation period, with the exchange 


oscillating about a rate more or less fixed in advance ; 
(b) Period of stabilisation in fact, during which the Bank 
will be known to be buying and selling cold and exchange 
at a fixed rate. (c) Period of stabilisation in law, 
from the moment when the situation already existing, 
in fact, has been legalised and confirmed; at this stage 
the problem of the monetary standard and of the definitive 
regulation of the advances made by the Bank to the State 
must be solved. 
First Period 


dating 


Pre-Stabilisation.— ‘This period should be 


as short as possible. 
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‘rom the moment when the plan is put into operation 
steps must be taken to restore public confidence in the 
national money, and to restore, at once, a necessary and 
perfectly legitimate elasticity to its circulation. 

These steps are as follows :~— 

1. The maximum of advances to the State must be defi- 
nitely fixed at the present actual figure. 

2. This done, there is no longer any call fer fixing a 
rigid maximum circulation. To do so, in fact, seriously 
inconveniences commercial activity, and may hamper the 
Bank of France in its purchase of the foreign exchange 
und gold necessary to strengthen its reserve. From now 
on it is the business of the State and of the Bank of 
france to discover a more flexible system, until legal 
stabilisation permits the fixing of a proportion between 
the reserve (gold and exchange) and the circulation. In 
any case the notes that may in future be issued against 
purchases of gold or currency will not count towards the 
maximum circulation. ° 

3. The reserve should be strengthened by the acquisi- 
tion of gold coin at home, at a rate near the current 
exchange rate, The 1916 law forbidding the sale of gold 
pieces at a premium should be suspended, the Bank being 
yiven a monopoly of purchase. The Treasury should lend 
its departmental assistance to the bank in such purchases. 
The gold export embargo should remain in force, the 
Bank alone being authorised to effect such exportation. 

Second Period—Stabilisation in Fact.—This period will 
begin at the moment when the Bank, having definitely 
selected a rate at which to stabilise, decides to purchase 
and to sell gold at a fixed rate, and to sell foreign ex- 
change with a gap between the selling and buying prices 
corresponding closely to the export and import goldpoints. 

If, as is probable, with a well-organised purchase of 
gold at home, the reserve continues to grow (the circula- 
tion not covered by gold and exchange rather remaining 
stationary, as is normal in a period of economic deflation) 
the return to internal convertibility may be fairly rapid. 
The eventual inconveniences of such a return might be 
met by deciding to limit the operation of conversion to 
the head office of the Bank. 

Let us state at once that, in our view, no practical im- 
portance attaches to a speedy return to the internal con- 
vertibility of the note; but the demonstration of its 
possibility may have an’ important effect on general con- 
fidence in the note. It is, doubtless, during the second 
period that it will be wise to restore a complete freedom 
of circulation to capital. 

Third Period—Stabilisation in Law.—When stabilisa- 
tion in fact has once been established the transition to 
stabilisation in law will be relatively easy. Laws must 
be passed, notably to fix the new monetary unit, to regu- 
late the advances of the Bank of France on the basis ot 
a revalorised reserve, and to give permanence to the state 
of things created during the second period by transform- 
ing into a legal obligation the duty assumed by the Bank 
of maintaining a fixed rate of exchange up to the moment 
of the re-establishment of simple convertibility. 

On the monetary law all that need be said is that the 
choice of the weight and fineness of the new gold mone- 
tary unit will be determined by the effective stabilisation 
rate in combination with commercial convenience. 

As for the advances by the Bank to the State, the re- 
valuation of the reserve already referred to will automatic- 
ally liquidate a portion of this debt, as the entry ‘‘ new 
advances to the State ’’ will be diminished by the whole 
amount added to the reserve. There will remain a much 
reduced total of advances represented in the circulation 
by notes constituting the ‘‘ residue of inflation,’’ secured 
only by a credit against the State. 

It has been proposed that these notes should be 
separated from the others, the State being charged to 
assure their gradual conversion and amortisation. This 
solution should, we think, be rejected; either the two 
kinds of note will be interchangeable, and so, in practice, 
constitute a single circulation; or their mutual values 
will be variable, and the internal exchange thus set up 
will merely aggravate the situation. 

The one problem is the gradual amortisation of what 
will remain, at this juncture, of the advances to the State. 
The Committee is of opinion that such amortisation 
should proceed at a rate so moderated that the notes 


which are backed by a credit against the State may be 
gradually replaced by notes with a commercial backing. 

The process should stop at such a point that the State 
will be assured, to meet the normal needs of the Treasury 
for cash in hand, of a ‘** permanent advance ’’ above the 
actual advance—200 millions only—and adapted to the 
depreciation of the franc. 

Such are the successive steps which will enable the 
monetary stability which is indispensable for the country’s 
economic life to be definitely assured, 

VIIIL—ECONOMIC CONSEQUENCES OF 
FINANCIAL RESTORATION. 

The economic consequences of the Committee’s pro- 
posals have already been touched on in the chapter deal- 
ing with stabilisation. It is, however, necessary to re- 
peat them briefly here, and indicate the suggestions for 
the future to which they give rise. 

(a) The Industrial Crisis 

While the restoration of sound finance is urgent and 
indispensable, it cannot be denied that it will provoke a 
grave economic crisis, which, however, will be brief, and 
such as has been passed through by all the nations which 
have carried through a monetary reform. The constant 
fall in the value of French currency ever since the 
Armistice has only been followed at a considerable dis- 
tance by rising wholesale and retail prices. While com- 
plicating working conditions, this fact has nevertheless 
made it easy for businesses to extend their sales. Indeed, 
it has allowed some of them to develop abnormally in 
responses to the needs of a home consumption, which 
developed all the more rapidly because of a decline in 
saving due to the fall in the value of the franc and to 
meet foreign demands facilitated by the depreciation of 
our money. Statistics of imports and exports prove this; 
they show a decline in the import and an increase in the 
export of ‘‘ manufactured goods.”’ 


(b) Consequences of the Crisis. 

Inevitably, exchange stabilisation will be followed by 
a readjustment of internal prices. The increase in cost 
of production which will result will reduce exports 
at the moment when internal consumption will be 
restricted by the rise in the cost of living. A temporary 
but severe disturbance of markets will follow, with ex- 
cessive competition as the result of a scramble to realise. 
When to this one adds a probable rise in discount rates 
a restriction and stringency of credit at a moment when 
sales are falling off, one must face the prospect that a 
certain number of enterprises will be endangered, the 
weakest @f them will fail, and those whose prosperity has 
been artificially supported by the fail of the franc will 
drop out altogether. Such is the heavy price that those 
whose lives are bound up with the national industry will 
have to pay for the financial rehabilitation of the country ! 
The sound elements in production and distribution, if they 
are to survive, must improve their conditions of work. 
Those on the margin of normal industry and business will 
doubtless have to disappear. 

The severity and duration of the crisis will depend on 
the rapidity of this evolution, and on the assistance which 
the enterprises that deserve it can obtain. Nevertheless, 
long or short, it is not to be expected that it can be accom- 
plished without causing unemployment and all its social 
consequences, so true is it that all workers—labourers, 
employees, and employers—are dependent on one 
another. This solidarity means that they will profit or 
suffer together, according as business flourishes or fails. 

The reaction of the crisis will affect the State itself in 
a falling-off in the yield of taxes paid by the productive 
forces of the country. Whether on the schedule of in- 
dustrial and commercial profits, on the income-tax, on 
the turnover tax, the transfer and registration taxes, the 
Treasury’s returns will be directly affected by the. 
momentary slackening of trade. The State will have to 
seek compensation in the reduction of expenditure. At 
the same time, the prospect of an economic crisis should 
not delay the application of measures designed to secure 
financial health. 

The present situation, in fact, falsifies normal 
ditions of trade; creating an illusion of prosperity, it 
really involves an impoverishment of business owing: to 


cones 





12 THE ECONOMIST FRENCH 


the decline in real profits and the progressive diminution 
of working capital. If it is prolonged, wor king capital 
will completely disappear; the crisis will be aggravated 
in intensity and duration. There will, moreover be the 
risk that important eiements in the country’s production 
will pass into foreign hands. 

It is impossible to ov er-emphasise the fact that there 
is no escaping the necessity of monetary stabilisation, and 
that the longer it is delayed the more formidable will be 
its effects. 


(c) Remedies. 

Finally, it is to be hoped that if, from now on, trade 
and industry will face the danger, they may be able to 
mitigate and overcome its Consequences. 

1.—In order to organise themselves they ought to know 
how to take advantage of the period that will elapse 
between the application of the measures herein set out 
and the rise of the cost of living to the level of world 
prices. 

Internal organisation of each industry and each busi- 
ness might be set up, tending : (a) To reduce cost of pro- 
duction by technical improvements; (b) to reconstitute 
working capital partially eaten up by inflation, by the 
return and mobilisation of capital and by financial 
assistance. 

Organisation on a combined plan permits: (a) Closer 
and more regular relations, and more active collabora- 
tion between the different branches of organised produc- 
tion and the great administrative services of the country ; 
(b) rapprochements between nations which will help to 
regularise their trade; (c) centralisation of foreign pur- 
chases and sales, with a view to securing important com- 
mercial credits such as will relieve the exchange market. 
In the annex will be found a plan by which chambers of 
commerce and syndical organisations may be enabled, 
with the support of the banks and of the Bank of France, 
and on the basis of acceptances granted to French 
buyers by their foreign sellers, to insure their purchases 
and sales of foreign exchange being set off against one 
another, the exchange market being concerned only with 
the final balance. (d) The adoption of a general scheme 
which should mitigate the unemployment crisis by a better 
distribution of work and a new distribution of foreign 
lebourers, of whom a larger proportion than is the case 
to-day might assist towards reconstituting the rural popu- 
lation, and another portion might return to its country of 
origin. 


I1.—These various measures require to be supplemented 


by action on the part of the public authorities. It is more 
especially in their province to: (a) Increase, for the future, 
and improve, from now on, the productive possibilities of 
the country, not by repealing the Eight Hour Day, but by 
permitting it to be applied with sufficient flexibility to 
remove restrictive regulations by which national effort is 
liable to be paralysed; (b) end the system of export and 
import prohibitions which sterilises initiative; carry on 
a policy of free expansion and moderate protection, by 
the readjustment of the Customs tariff in the light of the 
new situation of the country, agricultural and industrial, 
and by the adoption of principles of agreement (return 
to the most-favoured-nation clause, for ex xample) which 
would make the conclusion of commercial treaties easier ; 
(c) assist the use throughout the country of raw materials 
derived from French soil (displaced at present, too often, 
in certain areas, by imported supplies) by modifying rail- 
way rates; (d) encourage the development of colonies 
which could supply the mother country with numerous 
commodities now purchased abroad: (e) give more elas- 
ticity, as has been suggested above, to the tax system 
applied to capital employed in production; limit, as far 
as possible, for the moment, every sort of burden which 
may be imposed by the new arrangements on such pro- 
duction, which, though they make no appearance in the 
Budget, do nevertheless constitute actual taxes. 


I1I.—The employment of these measures will assist in 
reducing the intensity and duration of the crisis. They 
will not, however, suffice unless the country recovers, 
contemporaneously with monetary equilibrium, the two 
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ruling qualities on which was based its prosperity in the 
past—the spirit of work and the spirit of thrift. 

To work harder and save more—such is the obligation 
imposed upon all. Work harder, because the reconstruc- 
tion of national wealth implies increased production, 
Save more, because this is the sole means of insuring 
the formation of new capital, which will, in turn, generate 
new productive resources. 

Saving implies the power of self-restraint. Before the 
war the country was enabled to be self-sufficient by its 
harmonious balance. Its agricultural wealth, its work, 
and its savings maintained a level of prices at home sub- 
stantially below the world level. It can be so again, for 
its powers of work are not destroyed, its habits of saving 
are discouraged rather than seriously impaired, and its 
native reserves, although in flight, have not disappeared. 

All these forces must co-operate to redeem and reduce 
the inevitable crisis. They will ensure to the country 
both the means of preserving large export possibilities 
and the certainty of reverting rapidly to normal life and 
the restoration of prosperity. 


CONCLUSIONS. 

Distinguished as it is by monetary instability, 
present Crisis originates in Budget deficits, 
short-term loans, and inflation. 

The Committee in its report has laid down a series of 
measures capable of insuring a rigorous balance of the 
Budget, relief to the Treasury, and monetary stability. 

In broad outline these measures can be summed up 
an energetic reduction of State expenditure; the 
esti tblishment of expanding receipts of immediate vield ; 
the restoration of the independence cf the Bank of France, 
by shutting off resort, direct or indirect, to 
from the Bank as the means of covering new 
of the State; the gradual reduction of the 
from the Bank of France to the State; 
of sound functioning of the Treasury; its 
to its normal role by freeing it of oa large 
part of the floating debt; the transformation, by 
voluntary consolidation operations, of national defence 
and short-term bonds into securities, subject to gradual 
amortisation; the realisation, within a limited period, 
with the assistance of the Bank of France, of that mone- 
tary stability which alone can make the preceding measures 
ai once possibie and of lasting efficacy ; an effort to retain 
attract, and cause the return of capital, and pave the 
way for its free circulation in the near future; the con- 
tri acting, with a view to stabilisation, of loans in foreign 
currencies of as long a term as possible, and of fereign 
credits; the pursuit of an economic policy calculated to 
mitigate the inevitable crisis resulting from a return to 
amet money, and to restore the prosperity of the country. 

This programme assumes the faithful observation 
the State of its obligations, and the settlement of 
Allied debts. 

The members of the Committee 
holding that: the measures they recommend, logically 
and progressively applied, are capable of retrieving the 
situation ; continuity of view and effort is necessary ; frag- 
mentary programmes and partial solutions will be fragile 
and ineffective. 

It should not be concealed that financial reconstruction 
will be accompanied by difficulties and suffering; post- 
ponement will merely aggravate them. 

If France is able to accept discipline, to work with 
ardour and constancy at the task of its own re-establish- 
ment, to produce and to economise, economic order and 
prosperity will not be long in reviving. 
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The annexes to the report include numerous and valu- 
able statistical tables and charts dealing inter alia with the 
following :—The effect of franc depreciation on security 
values, private fortunes, &c.; foreign trade figures, 1911 
to 1925; Budget details; monopolies; methods of taxa- 
tion; debt position; reparations. 
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